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1. ¥hea I ves here at the end of October, he asked
some uestions sbout military expenditures. mwm"mm
Crizis™ we were not adls to get to them untll now. He wented to
mmow cur opinicn of: (a) whether the Soviet defense-associated
industries cporate on & "cost-accounting” basis or whether they are
*subsidized”; (b) the effect on militery costs of the Torthcoming
revision of Soviet vholesale prices for basic materials.

2. Dw attached paper sddresses itself to these questions,
but morve important, it also sttempts to contrast the and 25X 1X7
GRR approsches to the probtlsm of messuring military expenditures.
This should bs helpful in wlerstanding wvhatever differences in
intexpretation may n'iu in the fature.
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Notwithatanding that the mam&mbyw-ﬂbym“lm
encorpass expenditures reagonsbly comparable to the mejor natiéasz)x(%( ;ecurity
expenditures of the US, Mmmawm mERNEY . accspts
the Soviet allocation k{m as embracing all direct Soviet military ex-

penditures except for those sasociated with militery research snd davelop-
ment, militarized security forces, all militsry pensions, DOSAAF, snd very
probably military stockpiles. ORR sgrees that these activities are probebly
not financed (at least in very lsrge yart) from the alloscation Defense, vith
the possidble exception aﬁ‘ pensions for retired career personnel. MNoreover,
mmmwaﬂimaummmm:cmmummnwuywmma
the finencing for all otﬁor military crograms and sctivities; 1f saything,

the svailable evidence suggests that it falls signifieantly short of doing
s0, particlwrly prior !iﬂ‘i mid-1961. This available evidence is with one
exception not nev ~- the aov:let systea of classification of ailitaxry sccounts,
the spparent size of mmmcmg for state reserves, the mdbiguity of
Soviet dsfinitions of thc allocation Defense, snd the suggesied size of

the militery mechinery nmdml derived from Soviet figures on industrial
production. Although this evidence 1s not conclusive given ita incompleteness
end/or the sscribsble margins of error, it is consonant with the estimates
atw;mwawmumbymwmmmmw

the various programs sod activities of the Soviet military establishment.
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(It is worth noting that these estimstes could be significently understated
with respect to certain progrmus beceuse of the possibility of omitted items
or the spplication of prices that are too low.)

Interestingly, the iscresse in militery expenditures announced in
mid~1961 by the USSR alsc tends to suggest the sams thing. Analysis
inkicates that it iz highly unlikely that the USSR vas able to expend en
sdditional 3.1 billiom rubles during the spplicable last six (6) months of
mmmmmmmmarahmwymm thet could account
for very mach of it. Ergo, the judgrent has been that much of the sancunced
increase, perhaps as much as two-thirds, was a bookkesping change -- &
surfacing of mit%wimny financed from cther sources. OFf those
sxpecaitures that voth ] =t o= agree are finances from other sources
WMMW‘E eould sccount for such a magaitude. However,
the allocstion for sciemce hes continued to inerease In its own right...*

In this same regard, exsmination of ORR's estimates is of some
isberest. The tabulstion thet follovs indicstes that vhen expenditures for
RODLE, militarized uenzjitar foroes, and DOSAAF wre eliminated froam total
expenditures, the expenditures in 1960 are 12.3 billica rubles, in 1961
12.9 billdon rubles, and in 1962 1k.) billion rubles. The estimate is 3
bdilifon rubles grester than the published expenditure for 1960; 3.6 billlon
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A
1. Btrateglc atteck mission £.03  2.23 3.02
2. Alr defense wissicn 1.85 2.3 3.02
3. Growsd mission | k58 b39 3.9%
b Bevel mission | 1.60  1.60 1.8
5. BT and E 2.70 3,20 3.70
6. Command end Support 1.53 1.5 1.h9
7. Pensions for retired career
parsounel | 0.36 0.37 0.3
8, Militerized secwrity forces 0.32  0.29 0.29
e mmx .40 Q.h1 0.1
10. DOBAAY ‘ 0.05  0.05 0.05
1. ®otal b/ 15.4 16,4 8.
22, less 5, a; 10 12.3 12.9 1k.1
B. Published allocstion Defense 9.3 11.6¢/  13.4plan
c. Daae - 3 3.0 1.3 0.7

in cuyrent prices. nwmmmmmumaamtmum
compared without benefit of adjusting for price differences, oo sppreciable
sxror is believed introduced: spplicable price chenges since 1 July 1955

B mmnummwwzmm hecause of roumding.
¢. Originel plan 9.3; modified plen 12.k.
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rutles grester than the plan figure originally publisted for 1961, only

0.5 dillion rubles grester after the announced mid-year increase, and

1.3 billion rubies greater than actual expenditures; and 0.7 billiom rubles
greater than the plsn for 1962. Thus, with the changs indieated by the
5id-1961 incresse, the differsnces between estimated and smmounced expendl-
tures begin o dlsmppesr. (It is not being suggested, hovever, that ORR's
estiontes ave so sccurste that this explanation necmesarily provides the
mswer -- certainly there sre alternstive explmmations, including coincidence.)

Ly 1 teny

Ismplieit in the spprosch used by ORR is that the Soviet defense
industries are on & khozrachet basis. Thare is, however, only limited
svidence that such is the cese. Certailnly it is the usual practice in
Boviet industry and there is evidence to this point with regmrd to the
production of civil tramsport sirersft. MNoreover, there is the rationale
that it would probakly be pointless for them to do otherwise for the dsfense
industries.

mmmm,m:smwumtma”mn” penmy:
iz Soviet terms the sllowvances maie for deprecistion are low, perticulariy
in light of obsolescence; in Vestern terms for the seme reason sad also
becsuse of reat and interest. |

Although granting the sbove eliminates direct submidization of military
production, the problenm still remaing ss it pertsins to materiels employed
in the production of military items {(and %0 such materials when directly
consuned by the military establishuent). The effect of sush subsidies is
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not thought to be particularly significant, however, partially because
of the relevant items sc affected snd partially, but moxe importantly,
ma:thnlﬁiwlimummarmwmmww&m
sccounted for by materisls. Consequently, asswsing Xhoxrachet for the
defense industries, incresses in the costs of materials should not be
sxpected to mariedly sffect the prices of most militery herdware.
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